
COMMONWEALTH OF KENTUCKY 

BEFORE THE PUBLIC SERVICE COMMISSION 

In the Matter of: 

DEPRECIATION RATES AND THE 1 

RESERVE DEFICIENCY OF SOUTH 1 
CENTRAL BELL TELEPHONE COMPANY 1 

CASE NO. 9923 AMORTIZATION OF THE DEPRECIATION 

O R D E R  

On December 11, 1986, South Central Bell Telephone Company 

("SCB") filed with the Commission its 1987 Depreciation Rate Study 

("Study") for its Kentucky operations. The Study addressed pro- 

posed changes in service life and salvage value f o r  each of SCB's 

plant accounts, as well as applicable depreciation curve shapes. 

Additionally, SCB proposed a 60-month special amortization of 

depreciation reserve deficiency which SCB claimed to exist, based 

upon the proposed parameters. SCB proposed a composite rate of 

8.3 percent, and an increase in annual accrual for depreciation of 

$19,753,000. Additionally, the special amortization would amount 

to an additional $34,269,000 per year for each of the five years, 

for a total annual increase of $ 5 4 , 0 2 2 , 0 0 0 .  SCB subsequently 

filed information indicating that without the special amortiza- 

tion, the proposed composite rate would be 9 . 5  percent, with a 

1987 change in annual accrual8 of $ 3 7 , 9 8 8 , 0 0 0 .  

In addition to its filing with this Commission, SCB also 

filed its Study with the Federal Communications Commission 

("FCC"), which has jurisdiction over SCB's interstate facilities, 



as well as with each of the other four states served by SCB.  This 

is a process which is traditionally followed by telephone utili- 

ties operating under the joint jurisdiction of this Commission and 

the FCC. Following review by the Commission staff, and separately 

by the FCC staff, a "three-way" meeting is conducted at which time 

the three parties attempt to reach agreement concerning mutually 

acceptable depreciation parameters. 

On February 27 ,  1987, the Commission staff completed its 

review and analysis of the Study, and forwardeC to SCB and the FCC 

its proposal f o r  depreciation parameters for each plant account. 

The staff's proposal would result in a composite depreciation rate 

of 6.7 percent and an annual change in accrual for depreciation of 

negative $3,796,000 in 1987, without any special amortization. 

The three-way meeting took place in Atlanta, Georgia, on 

March 8-11, 1987. A t  that time, agreement was reached with SCB 

and the FCC staff concerning the service life, salvage, and 

appropriate curve shape for each of SCB's plant accounts. The 

proposed amortization was briefly discussed at the meeting, but 

the Commission staff took no position on this issue. 

On April 27, 1987, SCB formally filed for Commission approval 

of the agreed parameters, as well as the special amortization, to 

be effective Suly 1, 1987. A letter was sent to all parties of 

record in SCB's last rate case, Case No. 9160,l inviting comment 
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and/or participation. Those parties responding, and receiving 

intervenor status, are the Attorney General of the Commonwealth Of 

Kentucky, by and through the Utility and Rate Intervention Divi- 

sion; MCI Telecommunications Corporation: AT&T Communications of 

the South Central States, Inc; and the Secretary of the Army on 

behalf of the Department of Defense. 

DISCUSSION 

At the three-way meeting, the Commission staff agreed to 

parameters which would produce a composite depreciation rate of 

7.5 percent, and an annual increase in accrual for depreciation of 
$8,684,000, without an amortization, on a combined inter- and 

intra-state basis. If the special amortization were approved, the 

composite rate would be 7.2 percent, with an annual accrual change 

of $3,712,000 plus an amortization of $15,047,000 per year f o r  

five years, for a total annual increase of $10,759,000, on a com- 

bined basis. The Kentucky intrastate operations would be respon- 

sible for 76.80 percent of the total, 

Although no request has been made in this case for any 

changes in customer rates because of the changes in depreciation 

parameters, it is obvious that approval of SCB's request, with or 

without amortization, will have an impact upon the overall finan- 

cial condition of the utility. It is also obvious that approval 

of the parameters with an amortization will have the greater 

financial impact. 

Concurrent with this Order, the Commission is establishing 

Case No. 10105 to initiate a formal investigation of SCB's finan- 
cial condition and overall revenue requirements. As part of that 
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investigation, the revenue impact o€ the proposed depreciation 

changes, including the impact of the proposed amortization, will 

be reviewed. The Commission has determined that the proposal for 

the special amortization should be incorporated into that investi- 

gation. 

However, the Commission has also determined that the depreci- 

ation parameters agreed upon at the three-way meeting should be 

approved. Although three parties have requested intervention in 

this case, no party has presented any comments relative to the 

proposed depreciation parameters concerning life, salvage, and 

appropriate curve shape for each of SCB's plant accounts. 

SCB asked for an effective booking date of July 1, 1987, for 

the revised depreciation rates. The Commission will approve this 

booking date in the instant matter. However, because the rates 

are applicable to SCB's investment as of December 31, 1986, the 

Commission reserves the right in the investigation in Case No. 

to order an earlier effective date, which would be between January 

1, 1987, and June 1, 1987. 

FINDINGS AND ORDER 

The Commission, having considered this matter, and being 

advised, is of the opinion and finds t h a t :  

1. The proposed depreciation parameters, attached as Appen- 

d i x  A to t h i s  Order, are Eair, just, and reasonable and should be 

approved, effective July 1, 1987; 

2. Subject to the investigation in Case No. 10105, the 

effective booking date should be subject to change to a date 

between January I, 1987, and June I, 1987; and 
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3. SCB's request for a special amortization of its alleged 

depreciation reserve deficiency should be incorporated into Case 

No. 10105, and considered in that investigation. 

Accordingly, each of the above findings is HEREBY ORDERED. 

Done at Frankfort, Kentucky, this 16th day of b e ,  1987. 

PUBLIC SERVICE COMMISSION 

kL-4 B. /d-+ 
Chairman 

Vice Chairman 

ATTEST: 

Executive Director 



APPENDIX A 

APPENDIX TO AN ORDER OF THE PUBLIC SERVICE 
COMMISSION I N  CASE NO. 9 9 2 3 ,  DATED 12/16/87 

SOUTH CENTRAL BELL TELEPHONE COMPANY 

DEPRECIATION RATES AND PARAMETERS 
EFFECTIVE ON AND AFTER J U L Y  1, 1987 
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